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Stipulation of Facts, jointly filed by the parties. 


Deposition of Stephen B. Middlebrook, filed. Deposition taken pursuant 
to notice given by the defendant. 


Amended Answer, filed. 
Defendant’s Motion for Summary Judgment, filed. 
Plaintiff’s Motion for Summary Judgment, filed. 


Memorandum of Decision, The Aetna Casualty and Surety Company v. 
United States of America, Civil No. H-131 (D. Conn., October 15, 
1975). The plaintiff’s Motion for Summary Judgment is Cenied, the 
defendant’s Motion for Summary Judgment is grantei. It is so 
ordered. Blumenfeld, J. M-10-15-75. Copies mailed. 


Summary Judgment entered for the defendant and plaintiff’s Complaint 
dismissed. Markowski, C. M-12-11-75. Copies mailed. 
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a Life Insurance Company ("Act 


Company (“Aetn2 


On behalf of Aetn 


* t 
Life") and The Aetna Casualty and Surety 
request the {ssuance of rulings <5 


Casuaity"),we respectfully 
. A 


to the tax consequence es of a reorganization ana 


distribution of 


stock involving the two companies. 


Facts ; 
Aetna Life is a co pany organized under the laws of 
the State of Connecticut in 1853. It writes end sells the majo 
types of life insurance end accident and health insurance throw 


and in Puerto Rico and Canada. It has ee 


out the United States 
in business for more than a century. At December 31, 1963, Aet 
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> Ay ae 
capital and surplus in excess of 4400,000,000. A copy of the 


balance shee. of Aetna Life av December 31, 1963, taken from ° 


|. Life had total assets in excess of 4.9 billion dollars and 
t 


4te Annual Statemens prepared 


t 
National Association of Insurance Comnissioners, is enclosed 


] 


| as Exhibit A. Aetna Life hes outstanding 8,000,000 shares of 


5 par value voting common stoc, which is traded in the over- 


=~ 
VU 


Aetna Casualty -ganized under the laws of the 


State of Connecticut in 1883 end commenced business in 1907. 

It is ensaged in the business of writing and selling liability, 
fire, theft, property damize end surety insurance throughout 
the United States and in Guan, Puerto Rico and Canada. At 
December 31, 1963 Aetna Casvelty had total assets: in excess of 
$950, 000,000 and capit and surplus in excess of $320,000, 000. 
A copy of the balance sheet of Aetna Casualty at December 31, 
1963, taken from its Annv2l Statement prepared to meet the re- 
quirements of the Nation2l Association of Insurance Comnissioners 


4s enclosed as Exhibit B. Aetna Casualty has outstanding 


ete oe 


7,000,000 shares of $3.50 par value voting cormon stock, of whic 
Aetna Life now owns 4,342,914 shares, or 62.04 percent. The re- 
maining stock of Aetna Casu2zlty is traded in the over s-the -counte 


market and is held by approximately four thousand sharcholcers. 
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Aetna 


-stock ownership of 


when Aetna Life aca: 
justed for a subseque 


stock by purchase 


not transferred arn 


has permitted a high degree of intesration of the operations cf 
both companies, with resulvins usiness benefits. For exemple, 
the home offices of both companies are operated together in a 
single building in Hartford, Connecticut. The companies aisc 
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share the use of accountings faci! 
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the legal department, pur hasinsg and supply, intern21 auditing, 
electronic data processing eguipment and the field claims depert- 


nent. 


The most important advanvase of the relationship of 

Aetna Life and Aetna Casualty nas been in the area o- 

has been a significant trend in “ne ¢nsurance industry toward of- 
v 

fering full-line insurance; that is, an affiliated group of ccm- 


panies with the sane trade name and identified in the public mind 


will continue to cin @ may 4ority 
stor Life Insurance Company or 


hetna Lire aiso 
of the stock of 
Toronto, Canada. 
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as one company will offer both life ang casualty insurance, The 


‘primary advantase of offering full-line insurance lies 
y é 


i“ ability to attract insurance 2gents who are influential in the 
Placement with a Single affiliated Eroup of all the life, fire 


casualty, bonding and other insurance needs of their clients 


we 


Because of the trend toward full-line insurance and 


because of the view of the managem 


a o nt +, 2f +#haé . + 
mene of Aetna Life eae Slate 


lavis will permit Greater flexibility in the future with 
& 


to permitting certain types of insurance to be written by either 
t life or casualty insurence companies, the management of Aetna 
Life has for the Past sevuval years considered it desirable to 
create a complete identity of owership of Aetna Life and aetna ' 
v t . 
Casualty. Creation of such identity of ownership would permit 
> > 


the management of both companies to maze discretionary business 


decisions without concern for conflict 
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Under the law es it Stood prior to the amendment of 
Bection &15 of the Code last week as the result of enactment of 


H.R. 5739, it was a practical impossibility for Aetna Lif 
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achieve the desired identity of Ownership of Aetna Life and 
Casualt: Under the Life Insurance Company Income Tax ett of 1959 
y 


Aetna Life is Subject to additional income tax liability Solely 


-aw 
because of its ovnership of Aetna Casualty stock. An; increase 
J Y 


of assets of Aetna Life resulting from acquisition of adda‘tior- 


Aetna Casualty stock would Generate an increase in Aetna Life's 


. 


tax liability even if the additional stocxz acquired bore no 


dividends, (Subsequent receipt of dividends would mean a Subsequent 
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increase of tax liability over and above that od by the 
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| asset increase.) 
: On the other hand, prior t< 's amendinent of 
etio 815 Aetna Life could not have acquired tt nutetandin= 
Bection O15, actna ai could nov have acquired wne ouvsvandin: 
a -s7 + roet tn > a * 4 smace * y At actn 
f minority interest in Casualty thereafter distributed 
; 
; 
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> { - "erie -++ mir te r ne - . a . 4 ~es 
t the Aetna Casualty stock to the Aetna Life stoc wi CHOUs 
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H the imposition of an enormous tax by reason of thet section, 
4 R ad Al 4 Qsn - fa +¢Ff ate 4 
H.R. 5739 amended S25 to -p it Life to create t 
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desired identity of owne ship of Aetna Life and Aetna sualty 
C - esl foan > — . Anam Gy pene t a ae 
f without suffer: the adverse tax that would have 


resulted prior to such amendment 


In order to accomplish the 


on 4 al , a * we. “+ 
ownership of Aetna Life a: 


pans?) 2 vila 


tion 815 as amended 


the following plan contemplating the x 
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Corporation") to be organized under the Stock Cor 
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Corporation in accordance with the Connecticut Stock Corporation 
Act and the Aetna Casualty charter, and the shareholders of Aetna 
Casualty, including Aetna Life, will receive 1.9 shares of Aetn 
Life stock for each share of Aetna ibe The Aetna Casualty 
stock will be cancelled on the merger.. AS a result, Aetna Life 
will, immediately following the merger, own all of the stock of 
New Corporation, which will have succeeded to the business and 


assets of Aetna Casualty, and Aetna Casualty will have ceased to 


exist as a separate corporation, 


Aetna Life may thereupon contribute cash to New Corpora- 
tion in ean amount not in excess of that deemed necessary to pay 
off dissenting Aetna Casualty shareholders and to pay expenses of 
the transaction. Immediately following such cash contribution, if 
any, Aetna Life will distribute the stock of New Corporation to its 
shareholders pursuant to arrangements whereby the New Corporation 
stock will be stapled to the Aetna Life stock. Under the plan, 
Aetna Life will transfer the stock of New Corporation to a trustee, 
approved by *ts shareholders, who will hold the stock for the bene- 
fit of the shareholders in accordance with the terms of the trust 
instrument. Legal title will be vested in the trustee with all 
dividend and voting rights reserved to the beneficiary shareholders. 
After the distribution, no shares of either company may be acquired 
or transferred without the stapled share of the other. We expect 
to be able to send you a draft of the trust instrument in a few days. 


411 be entitled to 
n cash under the 


3/ Dissenting ae 
receive the 
Connecticut 


y/ The New Corporation will own more than 99 percent of the st 
of Tne Standard Fire Insurance Company, which stock interes 
4s now owned by Aetna Casualty. 
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It is contemplated that the transfer of Aetna Life 
shar to New Corporation, the m Aetna Casualty into New 
Corporation, the contribution dy Aet Life of New Cor- 
poration and the distribution of the hew Corporation stock to a 


Be . * eT se Ae a ya net Aamne wu} aly 
trust for the benefit of the Aetna Life shareholder 411 take 


place successively 


Life and Aetna 
tion and distr 
At the Aetna Life me 
be asked to approve 
a 25 percent stock 
split and stock div 


prior to the reorga 


20,000,000 shares outstandin 


On the ba 


quested that you is 
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stock will constitute a recapitalization within the 


ar ~ t “2 a tfa\ir)\ - “ 4 > oA 
meaning of section 362(a)(1)(£) of the Internal Revenue 


Code of 1954. 


2, The payrent of the 25 percent stock dividend 
on the outstanc stock of Aetna Life will constisute 
a distribution of stock not includible in the gross in- 
come of Aetna Life's snare by reason of secvior 
305(a). 

3. The issuance of Aetna Life stock to New Cor- 
poration in exchange for tne stock of New Corporation 
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will constitute an exchange with respect vt» which g2ain 


mpra=nteopd Kr wea2ss ral r c#oufa 
or loss is not recognized by reason of section 351(2). 
4. The mercer of Aetna Casualty into New Corporé- 
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tion end the transfer of the Aetna Life stock heid by 


Antu etn Vee 
AeUNa Casualty 


New Corporation to the sh 
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ll constitute &@ reorganizavion \ 1in 


on sucn 


the meaning of section 363(2)(1)(Cc). 
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5. By reason of section 354, the shareholcers of 
Aetna Casuelty will not recognize any gain or loss on 


the receipt of Aetna 


6. The basis 
each Aetna Casualty 


equal to the basis 


Casualty stock extingu? 


358). 
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7. The holdine period of the Aetne lit } 
. i i ding pericda of the Aetna Life stock 
received by each Actna Casuzlty shareholder on the 


merger Will include the holdings 


& we 4 e104 7 ~ de i. nie wre ian ae * 4 
Aetna Casualty stock beings extincuished on the mercer 


had been held 


8. By reason of section 3 
not recognize any gain or loss on 


and by reason of section 362 


New Corporation will suc- 


ceed to the besis 


S ace 
quired from Aetna 
9. The transf % by 


Aetna Life to a trustee for 


Ane ft 4 a) 4 » hs ay 
eneliv of its shere~ 


tr 


meaning of section 815 exceps to the extent of (1) the 


cash contributed by Aetn2 Life to New Corporation and 


") rati 
(44) the cost to Aetna Life of Aetna Casualty stock pur- 
chased after December 32, 1957. 

10. The transfer of the New Corporation Stoc} 
Aetna Life to @ truste2 Sow the benefit of it 
holders will constitus?: a distribution within the mean- 
ing of section 355 of the Code. No gain or loss will be 
recognized to Aetna Life o 
Bult of the distribution (sections 311, 355). 

ll. Pursuant to section 353 of the Code and section 


1.358-2 of the regulations, the basis of the stock of 


Aetna Life will de allocated be stock and the 
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f ‘ stock of New Corporation rece -d, in proportion to 
, 
f the respective fair market value of each on the date 
‘ i | of distribution. 
Ls 
12. The holding period of New Corporation stock 
received by each shareholder of Aetna Life will in- 
; clude the holding pericd for which the Aetna Life stock 


has been held or is deemed (by reason of Ruling No. 7) 


f 1 4 } + } Aan er 4 ws 992 5 

é to have been held by such shareholder (section 1223(1)). 
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A memorandum in support of the requested rulings is 


4 
t enclosed as Exhibit C. We also enclose a power of attorney autho- 
, 


rizing our representation of Aetna Life and Aetna Casualty. 


As we h2ve noted above, the contemplated reorganize- 
tion of Aetna Life and Actna Casualty has been made possible by 


the enactment last week of H.R. 5739, which was designed to per- 
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of a subsidiary such as Aetna Casualty. H.R. 5739 amended sec-. 
tion 815 effective December 31, 1963, so as to permit elimina- 


tion of the inequitable tax burden for the taxable year 1¢c64 


In order to remove the tax burden for 1964, the entire 
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ACINA LIFE INSU) ANCE COMPANY October 21, JG4 
9 CA .* 48 oe . 
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AND Insurance Coun To 
AVA er eres 9! ane 
FARM! GTON VALLEY INSt ct. of ANY j State of Ce cel t 
FINDING AND FINAL ORDER 
} wae enatter cain before me on September 18, 1061 Ly Petit fied by Alina Lafe Insurstnee 
Company (“Act Life”), The Aina © vy and § e Company ("sb le hy" nel t 
ton Valley Insurance Company (“Farmington collectively call 1 1! Pet — 14] > ee 
the prevent tin when the Pet DY red and coal evidences im Sy t of the Petiti Or 
the hasis of the evidence a1 } other ie c i ‘ c. 1 hen | 
}. That the Petit i Sled on $ : 1S. }954 is in Full ¢ Vanier 4 t sions of 
Vil: 2S of the Ga 1 Statutes of C ticut led Poth over UH 
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3S 12 of said Title; 
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accurate; 
4. ‘That Autna Life is a Comestic life insurance compan special chartered | the GC 
necticut General Asseinbly, with its ps taifice at 131 F eton « Vlastfords Uhat it 
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o 4 ¥ ’ ’ ‘ , ‘ 
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Connecticut Stock Corporation Act, % th its pri Lofiice at 151 Farm ‘ e, Hartford 
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after the stock 
§. That prior to said } roposed mercer not more than 13 ND OOM shares 
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6 of ils $2 50 par value « } tal stack to Farm { all ff ther a tharizet share of 
valuc capital stack; 
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Tiag ASTNA CASUS'D) 


Hamironn, CONNECTICUT 


To the SI 


You will find enc! 1a Notice of §; 1 Meets af S : A : 


Surety Company to be held N rot) 


The proposed recrzanizatioz will be tax-free for! . pur] I 
on the sal of a {ract t ‘ ect a » Life reccived in the me:ger cr on am ts received 
on the exercise of statutory appraise Tse 
The DB s of Actua C 1 Jina Life have indicated © intention, if the pian 
of reorg : d by t j 2 ean 
. of dec] ) ! 15 i ( ' t of t 
two Con sot: is €G ¢ G i ; it Cas 
shares of $1.52, compared to the $1.09 cuisene t e 
, It is expected that ina I stock certif wilt | led ta Etna Casualty shareholder 
beginning on or about January §, 163 upon sursenck of their “Zina ¢ i 
ot of the Plan of Merger by hale ak mek’ tes 


Adoption of the pl 1 of reo nization reguyr syne +i 3) 
than two-thirds of outstaudi ee at asina Casually. For that reasen, you are wig t 


return the accompanying Prox) ard pi 
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Oxcorr D. Sit Joun A. Vn 
Chairmen President 


THE Az) SURETY CC 


PRUSL 


yA STOCK 


{woen VN 


TRUST AGREEMENT made in Harth ial, Ce tient, by and I 
. 1 } ‘ ‘ , r 7 
Comrany, a corporation erga Land existins 1 r othe de ft te of Conmectiont Clrere 
after called “Fitna Life) as > und Poaws » Natrona Bw sap Syesr Company, an } 
banking associat ( ized 1 existing under the laws of the United States of America (hi 
after called the “Yrustee”) as Troste 

Aitna Life hereby transfers and assigns to the Tinstee and the ‘Srustee herel atknowledues —¢ 
receipt of shares of Uhe ¢ n stock £25. par velu r share af Th rsia ( 1) 
ann Sumery Ce } {{ 1 “sito C } | ees to hold su } 
all additional s! of such stock hereafter avguized hy or Gets ty it, ened anv and ail t 
yp re cd ¢ > or exe! thereof (here | | ae tv), In 
and adw Vr Vs { ’ i ds therefrom ia ard 
ance with all the terms and provi s of this Jrust ement 
Fiusr: Naie of Trust. 

The Trust hereby ereat }<qall be known as “Tau: Abana Cs try aNp Sunniy Comrasy Sio 
Tnust”, and js hereinafter retort It the “Trust 
Srconn: Definitions. 

As used in this Trust nent 

A. The word “Trustee” shall mean the Trustee hereinsbove named and any s r Trustee 
serving hereunder from time to t 

B. . ( "and “Beneficiaries” shall mean, re tively, 2 holder of 1 d aud 
sichsk i sy tiene Lo Line of Aina 1 fe Stack asl ewefier d ! 

C. The words “A®tna Casu } Stock” shall mean the common stock of Aétna Casaaity isso dand 
outstanding from time to time. 

D. The words “AEtna Life Steck” shall mean the shares’of common eapital stoch f 
Jeina Life issued an tstand t the clos f hus 3 the date of this Vrust Agreement and 
al} shares of common capital of A Life theacafter issucd in any distribution tine 
stock split, stock di nd or other distribution on such scl, Or as a result 
of any reclassification Uiereol 

E. The words “this Trust Ag n the i ust Agreement and any ‘and all 
amendments thercto made in acc rd: visions of Article Kighth of this Trust Agreement 
Tnuw: Beneficiaries’ Interest in the Trust 

The henciicial interest of ¢2 in the AEina Casualty Stock held in the Trust li 
other Trust Property at any time s! the s prop wn to tl eaate of the beneficial 
interests of all Beneficiaries as the nut hares of A2una Life St held of record by such Ben 

of sh es of AZtna Life Stoc) 


ficiary bears to the then aggregate nu 


fcicrics’ Interest 


Founu: Transferability of Ber 


The beneficial int fa Beneficiary shall be transh 
of such Bei: ary'’s s) fe Stock; and every & r of 


shall be deemed to inclide, and shall 


’ 
wic lude, i 


——— meni mesnsemmeianenn ais aaa 
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the beneficial interest of such Beneficiary in 


! Ben ‘ 
the sVAtna 


anal 


5 
4 
. ' 
Casualty Stock held... the Trust Lin other Trust ] rrelates to U i ] 
J sold or transfered, or not )« f ] t 
to or imprinted oa the certifc I escul u ¢ or shaies of Altna Lile Stoc 
y j 
Firms: Distribution of Dividends end Retention of S! l; Dividends and Stock Split 
A. Subject to the payment the Trust ( 1 ¢ 1 set f ; i ¢ 
of Article Twelfth hereof } ‘ t : 
split , $10 kd } $¢ ( | 
n the s] } 
spect lo th i ( wid ( } 
to tl per \ e Bes : c te ’ 
determination of holds ¢ ltos r } 
with their then respective bene ! interests in the hia Casually I held in the ‘Ty 
B. The Trustee may discharge its obligation to tnake payment of any such dividend or other 
distribution of Alina Casualty by 
(i) paying such dividend or other distribution to a bank or trust compa Hart! 
National Bank and Trust Company), as dish g agent, for Ue § t of the Jc 
(ii) otherwise causing such payment to be made to the B avi 
C. Subject to the provisions of Article $ hl f Vali s! of A tv Stock 
which be paid or issued to the Trustes 9s 2s! ck split kk his Lor other di r 
added by the ‘Trustee to the Etna ( Ity Stu ‘ r the Trust 
‘ Six: Voting Rights as to Altna Casualty Stock Meld in the Trust 
A. Upon receipt by the tee of notice of any 1 tof the sharchold tna ¢ 
the Trustee shall promptly send or cause to be sent to each person who was a } ciary on the 
record date designated by Atna Casualty for the deten lion of s} holders ¢ de to vote al 
; such meeting, at the address then shown for such Benefici as a sharcholder of Acina Life ’ 
stock record books of AZ fe, a written n of the niatters to | cdi t such : 
as specified in Uie notice thereof. Such notice to cach Beneficiary shall be « mp } by a written 
form, which the Beneficiary may rchun to the Trustee prior to the meeting, on which the Benefviary 
may instruct the Trustee how to vole with respect to that percentage of the Aztia Casualty Siocl 
, which corresponds to the percentage of the AZtna Life Stock held of 1 such Beneficiary « 
s record date for such vote, The ‘Tvustee shall vote the Atha Casually 9 k held in the Tiust in 
accordance with the Beneficiaries instructions. 
B. The Trustee shall have no power to vote any portion ‘of the Aitna Casualty Stocl th 
‘ f respect to which it has not received written instructions in ace ardance provi f this 
Article. 
Sevens: Preemptive Stock Rights. 
Mf at any time AEtna Casualty shall increase its ¢ stock for cash, any 
preemptive richts to such new stock then existing with 1 { i Etna Casualty Sto! held in 
. the Trust shall inure ratably to ries. The T Beneficiaries or cause 
them to be notified of their respecti ntive rights with reard to any such offering and shall act 
- as avent for the Dencficiaries, pursuant to their instructions, in excrcssins such rielits. Shares pur- 
Bb J I 
p chased by a Beneficiary in the exercise of his picemptive rights in accordance with the pre s of 
this Article shall be issued in the name of such Beneficiary aud de livered to him free of Cie Trust. 
y 
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/ 
{ Licun 1% rofl sto Lihis Trust Acrecmicnts hie Terminate the Tr 
A. Subject to of Section B of this Article, the wficiaries shail hh 
at any time o: te of not} than two-d in resi, ty amend this Trust 
or to t ute | ] t 
B. The. te of ) fi ics sh NWI re red { rh cndment 
Agre { ‘ (i the right of to instruct the ‘Trust 
shares of /ctna ¢ Stocr i tes Ui \ of J Te ics regi ed for 
Tiust Aure tc ’ r Tr 
{ ! of t Trust, wh () ant io vot of the B nefici 
sof cr art t r 1 ( lhe Ninth] 
( T ( ity 3 vl r pee } I 
r inter r tot ( 5] 
? } t eof A ¢ . 1 ( r secu 
‘ * ‘ ] - ‘ . 
y i cary ¢ nition 
{ nits d tion, shall deter that f the Beneliciaries s} 
V1 t of eit! ten percent } ) t of J 5 
( } t s} [ c » mee of B Solar 
? { date as tl } fay ner Ve 
t sucha such dat bey earl t! s ant 
t The I shall writt net of such 
Lupon, to hI ry entitled tt { s she 
} § AZtna J he stoc! 1] ks of A Lif sof the re 
) me d} ‘ if ich the Reneli : 
the Trustee | t ich the I ryt inne! his w t 
such matter. Any } ry has no’ returned f c ho hae revoked the 
in person or by | tany sucht *. The Vi 1 make rl nel regis 
and any ad t and reconven thereof a » its clisevetion 
1 ; ) j 
where a1 vote is required under the pr s of Section } 
0 £ Sc Il of Article th hereof, ul ’ ¢ Vol 
t of the Benef icv iment an ter vation of tl 
§ and on the 7 Trust Agreement. The Ti stee s! 
to a pet » for any % ccordan with any such alli tive 
Ninti: Duration of the Trust. 
Unless cartier t ated by action of the Benel 
of this Trust Agreement, the Trust shall te t 
survivor of all the descendant born on or before th 
late of West Ha:tford, Connecticut who dicd on or about . . 
Tix: Sale or Exchange of Aztna Casualty Stoch 
The Trustec il} have the | ver, but only W th the rmative vote of n t less than two 
interest of the Beneficiaries, obtained in acc rdance with the procedure outlin din A 
{ this Trust Agre nt, at any lime ¢ to sell, exchange or otherwise dispose of part 
the Aétna Casualty Stock held in the 
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sy? 
ul 


Employme 
TT Vins 


Eusvenvit: 
The Trusice 


liserction, shall 


to such agents, attor 


of Agents, Attorneys and Accountants 


ec the power to emplov such atrents, atte nd accour 
ie performance of its duti hereunder, and m 
' ’ } 

s reasonable compensation pitts costs and d 


Aina 1 ife, ot 
have such acc 

B. At any ti 
/ : pursuant to Prustee’s request in dis re of U rus 


under this Trust Agicement, 4 
C. The Trustee sh li be entiticd tor 
certifications pré r by Etna J A 


D. 


The Th 


aries. Such not of resienation shall specily | of 
effective, which, in no case, ss I be carlier than ¢ } led t ty cl after tl 
notice to } i The Lene! es mav remove the Trustee at any 0 hy 
vote of amapority ina tof t } ficiaric obt , on yd ith th pre 


in Article ) 


Ee. Wf the’ shall take part is merer, Con 
the corporation 1¢ ling from such m r, conse { chi thie patti 
ing to the largest part of the fid iary business of the 71 tee, shall he the successor Tr here 
¥. Upon the resignation, re eval or dissolution of the Tr wthe B ficiarics are CMpow ) 
to appoint a successol ‘Trustee by the aMimative vot ofan ty in interest of t J f 
obtained in weordanee with the proce lore outlined in Art le | th of th | \ ‘ 
successor Trustee ving her le sail have the powers d t ’ ‘ nd | 
of the Trustee ‘ il e named 
G. The Trustee shall be ¢ titled to reasonable cor nsation f ts services as Trustee h ler 
j Such corpentation, and all expenses i rred by the ‘Trustee, may. unl ther provis is made f 
} payment, ve Charvec wapuimsi } cient Mfrory esshue Uz 8 ee f Var anther 
payable to the Heneliciaries or » but the Trustee "in no event be ¢ ‘ 
1 i ys ule there shall | t be ac praate § t 


take any action requiing ¢ 


: of yeirabursement for such expe: 


IJ. No amendment of this 
Trustee or any of them shall be 


amendment 


Fi 
Tumirenvu: Governing Lato ois 
This ‘Trust Agreement and the Trust shall he governed and construed in all respects under the 


Jaws of the State of Connecticut 
‘ 
In Wirnxess Wieator, the parties have executed this Trust Agrcement at Hartford, Connecticut, 


this day of December, 1961. 


- t Nl » : wien) MNSUNY 
> £ 
jhe: edt Re Oi ed phy, 7? Pa 
ae PS eT Feacsis al 
f ‘ . 
‘ 1 ° t tor 
10 ‘ Pistrict Director AIK 49,4 : 
Rariford, < cticut . ve 
° : . 
rROM =! National Offi 
Internal service 
s suiujrer: Request for Yeocl ical Advice . 
In re: Tae tna Casualty and Surety 
Cc pany = 
Taxable Year 1965 and 1965 
Jhis is in response to your Leno » of May 16, 1968, 
requesting cl +h AGVICY, 
In a ruling ietcer cated Ociober 23, 1964, vhis office 
ruted as to the Federal j g ‘ . ces of < 
: fon invel Actua | { ura Coote 
fe"), Tie Avtna Cosuclt nad ty 4 pat 
| faction {2 « B:'¢ +s Drreenl ¢ Sevina 
: Cz Z co, * @ subsidiary, i. ma Lite, 
had deen organized Life to acquire ¢ IsSULS Of 
Briefly, the ruling letter of Octcker 23, 196%, cise 
the incom: tax consequences of a Lransfer of all the assets 
| 
of Aetna Casuait “Newco in exchsage for stock of Actna 
: Life, Foltos acquisition of the assets ov Aetna 
Casualty by Netna Life distributed all of tie stock 
of Newco to a trust for the benefit of the Aetaa Life share- 
holders. ‘ihe transactions were consuacated on December 29, 
1964. 
‘ 
‘ , - , p ‘ , 
Since Decerber 29, 1964, has incurred losses ob 
epproximately $47,730,000. 
Issuc 
. 
The question presented for tecknictl advice is whether the 
° ° yar - losses incurred by Neweo since the consions. t20n of the trans- 
action may be carried back to a ta sobie year’ of Avtna Casvally 
* pursuant to the previsions of section 331(b) of che Taternal 
Revenue Code of 1954, . 
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* 
Disirict Divewto: -3- 
Hartford, Connecticut 
‘ 
Conc ion 

e; . ho y « ' | ‘ 

Since the tr fer of property by Act i wal t< 
Newco in exchanze for the ste & Of Aetna Lif ; S$ not 
the requirements of section 361 in a sectic : Y(t) 
reorga it’ on, ‘ vert i¢ t } ‘ - 
carricd ba in « sling the t ible ine of Actna 
Casualty for a taxable year ending before t! dite of 
trancfer, 

: ~~ END -- 

e 
‘ 
. 
¢ 
. 
z e 
° e 
‘ 
S4- B 
— 
‘ 


IN THE UNITED CTATES DISTRICT COURT 


OR THE DISTRICT OF CONNECTICUT 


— a ee oe oe a 


THE AEINA CASUALTY & SURETY COMPANY 
Plaintiff 


VS. : Civil Action | 
No. H-13] | 


UNITED STATES OF AMERICA : | 

| Defendant 

i 

H ww we ew ee we ee ee ee ee weer eer rrr x ey 


L. position of STEPHEN B. MIDDLEBROOK 


taken pursuant to Rule 28 of the Federal Rules | 
of Civil Procedure, at the Law Department of 
the Aetna Casualty & Surety Company, 

151 Farmington Avenue, Hartford, Connecticut, 
before Bonita Cohen, a Notary Public in and 
for the State of Connecticut, on Friday, 


October ll, 1974 at 9:30 A.M. 


1] 
| SANDERS, GALE & RUSSELL | 
Ms CERTIFIED STEMOFT PH REF ORTERS 
750 MAIN SIRtET 141 CHURCH STREET 
HARTFORD, CONNECTICUT NEW HAVEN, CONNECTICUT | 
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then President of Aetna -- I'm sorry -- Smith was then Chairman 
of Aetna; John A. Hill was President; Henry S. Beers was Director 
John M. Meyer, Jr. was a Director; William B. Johnson was a 
Director; John P. Miller was a Director. That was the committee. | 
Q Now, you stated that you first became aware of this 


reorganization when Mr. Filer, more or less your boss, came to 


you and asked you to do some investigation. 
A Yes. He told me that I would be involved in it and he 


and I were the internal lawyers principally involved in it, yes. 


| Q Okay. Do you recall what the general terms of the 
© reorganization were? 
| A, You mean as they finally emerged after the planning 
||) proces 3? 
Q Yes. 
i. A. Yes, I do. 
Q Okay. I ask that question only. I was going to let 


you go through it, if you didn't have a recollection at this time. 
I just asked you that for future questions lzter to give you time 
to review these things if you wanted to. 


Do you know why the reorganization was contemplated? 


A I think for a number of years there had been a concern 
| 
¢ | at Aetna about the lack of identity between the shareholders of 
Pe aes AME , Reon ee 4 See 
SANDERS, GALE & RUSSELL 
CERTIFIFO STENOL*AE REPORTERS 
750 MAIN STREET 141 CHURCH STREET 


| HARTFCRO, CONNECTICUT NEW HAVEN, CONNECTICUT 


| Aetna Life Insurance Company anda the shareholders of the Aetna 

Casualty & Surety Company. 
hetna Life was a 68 percent owner of Aetna Casualty, 

| but there was a rather eobwhandies minority interest and, yet, 
the two companies were occupying the same building, had similar 
officers, had identical directors and, in many respects, were 

| trying to pursue an image of an all-purposes-multi-line insurance 

|| Operation. 


| 
| 
\ Periodically, there was frustration experienced because 
| 
| 


| in planning decisions that were for the good of the entire 


| organization, multi-line organization, one or two or tiree people 


| would point out that a particular decision might, nevertheless, 


| not be of benefit for an individual company in that organization-- 
if j 


| 
|| usually Aetna Casualty, sometimes Aetna Life -- and because there | 
was not an identity of shareholding interests, there was som 


| concern as to how far we could go in implementing a decision, 


though it was for the good of the organization. 


| 

| 
ean | we 
| 
| In a decision, Aetna Casualty, as a large holding in | 
! ' 


the Aetna Life portfolio, created what appeared to be an adverse 


| 
i aberrational tax result in that it was a low-yielding and yet high- 


| 


valued security, and under the Life Insurance Income Tax Act 


' 


that created an adverse tax result to Aetna Life Insurance Company-~ 


| 
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will support that agent, carrying him, if you will, through the 

early years when he's not making much commision income, in return 
for which that commission income will be returned in later years. 
It is not completely an employer-employee relationship, but it is 
a much closer relationship than the principal agent relationship 


in the sense that there's a good deal of carrying and feeding 


going on between the life insurance company and the agent. 


Q Okay. I interrupted your explanation. I don't know 
if you had any more to say on the operational relationships between 
the two. 

A Wherever, I think it is fair to say, that in most 
cases, wherever the two companies had common needs, such as tha 
purchase of furniture, for example, or the solving of legal 
problems, the employees were identical for both companies. The 
only times you found different employees were in those areas where 
the needs were not the same. 

For example, underwriting, actuarial services where 
at lower and mid management levels you did have people working 
exclusively for the Casualty company and people working 
exclusively for the Life company with regard to those skills that 
are unique for either of the two companies. 

From a staff standpoint, there was an almost complete 


~- 
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identity and from a top managerial standpoint there was almost a 
complete identity. In fact, I think it is fair to say, and I 
think I have said that all senior off:cers of the Life companies 


were also senior officers of the Casualty company. 

Q Now, after the reorganization took place, can you 
recall any change whatsoever in the operational aspect of the 
relationship between the two companies? 

A Well, we're talking about a reorganization which took 
place in December of '64. It is now almost ten years. There 
certainly have been some changes over the ten-year period. The 

| 
day after the reorganization took place there were none. Ten | 
| 
| 
years later there have been several. | 

Q There were no changes in the operational relationships 

that were a result of the reoganization? 
: ‘ 
A. I think that's right. The reoganization itself effected 


| 
no organizational changes. It did make possible some changes in | 
| 


operations that were being contemplated and over the course of 


ten years we've been able to implement some changes in the business 
and in the operations that might have been more difficult to do | 
had we not secured an identity of shareholder interests. | 

Q Can you recall what these changes were? | 


A Yes. I'd like to consult some notes, if I may. 


eee eae. Sena e nen 
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Q Sure. 


A And in some of these areas, I'm not going to be able toa 
give you a precise time indicator without checking some more 
documents but, for example, waitenn the reoganization took place 
Aetna Life and Aetna Casualty were both chartered to write and 
did in fact write accident and health insurance business. The 


Life insurance company did a great deal more than the Casualty. 


After the reorganization, there was no longer any “need 
for the Casualty company to -- well, I should revise that. It 


was thought to be inefficient to have both companies writing the 


same prcduct and eventually, over a period of time, virtually allio 
the Casualty companies, accident and health writings were 
transferred to Aetna Life so that today all of the Aetna accident 
. and health business group and individual is done by Aetna Life 
Insurance Company and sold by its agents. 

Q. May I ask you a question on that one now. 

Why couldn't you have done that before the reorganizatio 

A Well, we could have and to some extent did, but the 
concern that we had was to the extent that this is a profitable 
business and for the good of the organization we decided to take 
it out of Aetna Casualty and put it all in Aetna Life. We bales. 


to worry about whether that is going to be the kind of decision 


a | YS. EN eey Ss 
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| that a minority shareholder can attack as being against his 


interest. Once you eliminate that minority shareholding eaibilict 
that argument goes away and that's what happened in ‘64. | 

Similarly, talking about operations, we used to have “i 
very elaborate cost allocation system. I've referred to many | 
areas where their identical employees performing functions for . | 
Aetna Casualty and Aetna Life and that constantly meant that some-| 
body would have to sit back and figure out elaborate cost 
allocation methods to assign Aetna Life its fair share and Aetna 
Casualty its fair share. 

Now, there is still a need to do that in a very general 
way to promote general fairness because the insurance laws re- 
quire it and principles of equity require it and in order to get 


fair rates for our policyholders it is required, but we no longer 


have to worry about a shareholders' suit based on the premise that 


we have stuck Aetna Casualty or Aetna Life, depending on whose 


company you hold shares in, with a very unfair burden of the 


costs that both companies are assuming. So, our cost allocation 


in terms of time spent worrying about it, arguments between 
Kas, 3 


Casualty people and Life people has become very much a problem to 


us since 1964 than it did before 1964. 


| Q Did you -- correct me if I'm wrong -- did I understand 
Laer 5 CI Re a Se YY Tee een eee 
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you to say that you made some transfers of the accident and health 

| 

: | 
business to the Life company prior to the reorganization? 


A I think I did say that over a period of time we had 


come to write most of the accident and health business in Aetna 


Life Insurance Company, even though both companies were chartered.|: 
{ I can't give you volume or figures but there was always a nervous~ 
ness about decisions like that. We had also, for example, just 
|| to put this in a proper context, we had claimsmen working for 
Aetna Casualty who would handle accident and health claims for 
Aetna Life Insurance Company. That's generally regarded as a 
Oo | casualty insurance coverage, So 4 casualty claimsman has some | 
expertise. Aetna Casualty would charge Aetna Life for rendering | 
‘| the service at a cost. That made us s mewhat nervous because 
it could have been argued conceivable by a minority shareholder 
that Aetna Life should be getting a fair return above cost for 
| rendering this service. 
In addition, in the group accident and health area, 
| where claims handling is a more complicated process than for 


| other casualty lines, we tended to want our better people, the 


people that were proving themselves in the organization, to switch 


from perhaps other casualty lines to handle this kind of a casualty 


Oo || line d.e., the kind that.benefited the Life company. we worried 


OE ooo 2h 
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about whether a minority shareholder might have a complaint that 
the better people in the organization were being siphoned off, 
if you will, for the good of this company in which they owned no 
stock. 

So, these things were in transition before ‘64 but were 
| causing us concern and worry about whether we were being properly | 
| €air to the minority group. Once that minority group was 
| eliminated, those concerns went away and we were able to make 


| gdecisionSlike this solely with concern as to whether it made 


sense for the organization, not with cvnacern as to whether it was 


prejudicing some shareholding group. 


| Q Do you recall of your own personal knowledge or if some- 
one told you of any actual challenges by Casualty shareholders - 


what the Life company was doing in transferring this accident 


and health business? 


A, Wo, I don't recall any such threatening litigation. 


| 
Q So, you were concerned at this point with just potential 


conflicts. 


A. Yes. 
| Q All right. Are there other changes that you .wanted to | 
| 
| 
. enumerate? 

tC A The Aetna Life Company wrote a line of business called 
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Group Disability Insurance. Essentially, it provided that in the 
case of non-job related injury or illness, you would be com- 
pensated a certain amount of dollars per week or months or for as 
long as you were prevented from working and the Aetna Casualty 
Company wrote Workmen's Compensation insurance which covers the 
revise of the situation I've just indicated in the case of 
occupational-related injury or disease and these policies provided 
payments for a period of time while you were out of work. 

tt is logical, if it can possibly be done, for both 
of these coverages to be written in one policy or by one company. 

Our charts and the State licensing laws prevent either 
of those alternatives. The next best alternative is to have your 
group disability company and your group workmen's compensation 
company, i.e., Aetna Life and Aetna Casualty write and administer 
jointly ied group disability and workmen's compensation coverage 
for the same customer. 

You can see it. I think it is almost self-evident tha 
there are savings involved if one organization is performing the 
entire underwriting function for a single customer. We did not 
feel comfortable about doing that before '64 because again, we 
did not have a common shareholder and there are problems of 


whether you are penalizing one company again for the good of the 
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organization. 
After '64 we did experiement with this kind of coverage 
and did in fact write it in a number of instances. 
In fairness, and in the interest of completeness, I'd 


have to say in retrospect that there were legal problems having 


nothing to do with minority shareholder problems that led us to 
abandon that particular approach to selling group disability 
coverage and we now treat them as two distinct coverages that have 
<o be accounted for separately but for a while we thought we | 
could and did in fact write the coverages jointly for a number of | 
customers, something that we would not have been able to do or | 
would have been uncomfortable about doing before ‘64. | 
Malpractice insurance, I think, would be another example 
} of what we felt more free about doing after 1964 than before. 
When I say “malpractice” I mean medical malpractice insurance 
covering liability of doctors for not performing their trade or 
performing their trade or profession negligently. It is a very 
' tough insurance coverage to write. It is riddled with high risk | 
| and unpredictability and by itself it is not a very attractive 
insurance coveraye. The Casualty company was equipped to write 
malpractice insurance. Meanwhile, the Life insurance company 
wag developing a variety of very attractive coverages for 
j SANDERS, oa RUSSEL 1 
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processional people such as doctors, deferred compensation plans 


| 
funded by insurance, straight life insurance, group accident and | 


health insurance for small groups of people, small groups of | 


| doctors, their nurses, their staff. We could see as an 


organization merit and being able to offer a package of coverages | 


which included this attractive coverage I've just mentioned, life 
insurance, and had thrown in, if you will, malpractice insurance. 
The package made sense even though the individual component of 


| malpractice, when looked at from the casualty standpoint, may not | 
; | 


have made sense. liere again with a minority shareholder interest | 
*o worry about, we found it difficult to justify that coverage 


on an accommodation basis. Writing that coverage solely because 


the Life company was writing life insuraacse coverage for the same | 
group of doctors, once we had a single organization concept, we | 


found that we could indeed comfortably w-ite both pieces because 


overall it was profitable to the organization, even though Aetna 


| 
Casualty had only marginal and in some years no profits from this | 
particular kind of business for this particular clientele. | 
One of the things that we had tried to install in our 

senior and mid level management people was to think in terms of 


| 

| 

| 
the overall Aetna organization in implementing and in dividing 


and implementing business and selling plans. ‘That had been very 
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unsuzcessful before 1964 because it was extremely difficult to 


translate incentive into reward. For a number of years, because 


of the division of the two companies, certainly the managers 


at ranging up at least to the mid level had been encouraged to think | 


} 
solely in terms of their own company and to promote plans, devise, 


implement ideas that would benefit their company, be it Aetna Life 
or Aetna Casualty. One way you teri to encourage broader-based | 
thinking, total-organization thinking is to devise a bonus or an | 
incentive plan which rewards those ideas that produce bottom-line | 


profits to the whole organization even though their affect on the | 
individual company is marginal or even negative. 

Once again, it's difficult to put that kind of bonus 
plan into effect when you have a minority shareholding group cute | 
| standing. Once you have an identity of interest of shareholding 
| groups, you can present to your shareholders with some comfort 
a plan whic. tends to award contributes to the whole organization, 

We now have such a plan called the Management Incentive 
Plan which rewards efforts that produces good to the overall 

organization. We also have a plan called the Performance Bonus 
Plan which does the same thing at a lower level in the organization. 


These changes came well after '64. 


I can also cite the case of at least one senior officer 


- ee 
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A, I certainly wouldn't want to Say they were all 


inclusive. f am sure there are other modest ones not mentioned 


here. These would be the ones that would occur to me firsthand 
if I were to, and I think some of your questions are similar to 
the one you're asking me now, and I think the testimony I've given 


mentions many of these things. To the extent I did mention othera, 


sure, those would be other examples, but other than those that 


I have mentioned, other than these offhand, I think it's a pretty | 
good list of the major 


benefits that were derived from the 


integration, yes. 


Q. Would it be fair to say then that most of the ) usiness 


benefits that resulted from the integration were related to the 


operational aspects of the company more than decision-making. I 


know it's very difficult to exclude it, I guess. 


Would it be fair to say that the integration of the 
two prevented duplication of effort and cost? , 


A, Well, I think that's self-evident from these examples ;_| 


| 
; 


, by not having to have two home offices which, having people. 


1. one day Aetna Life functions and on the 


| other day Aetna Casualty without having people being switched as «| 


to where the need aroce. Sure, that was a benefit of real value. | 


Q And the fact that the Aetna Life Company owned approximat 
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62 percent of the Casualty company stock, would you consider that | 


a business benefit in the sense that they owned majority control | 
| 
| 


of the Casualty company and they could dictate decisions, is that | 


not correct? 


A, To the extent they didn't have to worry about fiduciary 
| 


I think it was of advantage | 


| responsibility to the minority, yes. 


| to Aetna Life to be able to project a multi-line image. It was ~|~ 


an advantage to Aetna Casualty to be able to project a multi- 


| line image. The organization benefited by being able to be | 


| perceived in the public mind as a multi-line organization whereby | 


| dealing with the same people you could get virtually all of your | 
| insurance needs taken care of. | | 
I To put it another way, if each company could trade to | 
] sone extent off the reputation and prestige of the other, if —r 
| be doing business with Aetna Casualty for a number of years and‘ | 

} 


| were seeking life insurance projection, you would be inclined to 


:: || look favorably to Aetna Life, if you had had a goud experience | | 


with Aetna Casualty. The reverse is true. a 


Q Prior to the reorganization? 


A That perhaps really isn't mentioned here. I think the | 


! 


image of a multi-line company and the ability of each company to”* 


trade to a certain extent off the goodwill of the other is a 


| 
} 
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30 
certain real advantage. 
; Q Before the reorganization, was it your feeling that | 
: the public identified Aetna Casualty with Aetna Life? | 
A It certainly did. I think it has come to do so more 


after the reorganization, substantially more because of some 
agencies that we've taken, but certainly before '64, sure. The 
public tends to regard the two companies together. It was com- 
plicated a bit by the fact that there is yet another Aetna 
Insurance Company in town, not owned by Aetna Life, but more 


recently owned by CG and originally an independent company which 


: | 
sold coverage very similar to Astna Casualty, so there was always | 
that confusion. It's a confusion that I think is tended to 

dissipate by the fact that we can advertise Aetna Life and Aetna 


Casualty together. w#:e do advertise it together now under a logo 


which refers to Actna Life & Casualty and I think over the years 
the other Astna has become much more associated as a Connecticut 
general company. 

: Q Prior to the reorganization, can you recall the type 


of letterhead that Aetna Life had? 


A I suspect we had several letterheads. 
Q Specifically. 
| 
2 A For shareholders, for example, we used separate 
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hundred percent owned rather than 62 percent owned, if I can't | 
consider the question as phrased, the elimination of the minority | 


interest in Aetna, and the fiduciary duty that went along with it.! 
| 
Q Well, getting back to the practical effects, I guess, 


| considering all factors, what affect did the one hundred percent 


| acquisition have in allowing you to accomplish this full line of 


insurance goal? 


| 
A I can now consider the minority again? 


Q You can consider anything you want from the practical | 


plus the legal aspects. 


A Again I would refer to my previous testimony which | 


} 
~~}. 
mentions some lines of insurance which we would have been uncom- “|- 


fortable 


writing in Aetna Casualty if we had to worry about the 


| 


shareholders who might criticize us for writing lines or | 


| 
| types of business which were not sufficiently profitable. Without 


minority 


+ the minority interest, that was no longer. 
What I was referring to there, generally lumped under 
| the heading Accommodation Business, one company accommodates 


another for the good of the organization. Some of the things that 

| 
| were going througn our minds were, for example, in the field of 
| aviation insurance. 


Life insurance writers covered the death | 


risk and the accident disability risk from large aviation disasters. 
| 


-7/- 2 


SANDERS, GALE & RUSSE!I L | 


| CERTIFIED STENOTY VE REPORTERS 
} 750 MAINE SIBEET 141 CHURCH STREET | 
HARTFORD. CONNECTICUT 


NEWHAVEN owes t eT 


Casualty underwriters covered the plane, the haul insurance. We 


saw attractive possibilities of being able to write those 


coverages jointly even though in some instances it might not make 


| 


sense for a single company to write a single line of coverage by | 
| itself. 
; Sucr , Another example. I don't think I did give this to you 
a: | before. We had a great many, very valuable life insurance pro- 


| ducers, people who brought to us continually highly profitable 


| life insurance coverage. Some of these people, even though their 
| prime business is selling life insurance, also are in the casualty, 


a || and property insurance business. Ordinarily some of the per, 


. | 
and property coverages they might bring us would be very marginal | - 
“those Wart- 
or perhaps even below our normal: underwriting standards. | No 
at j fis t 


|| insurance reguiastory problems in writing them but if, given our 


| choice, we would prefer not to. On the other hand, it was 


| possible having eliminated the minority interest to look at these | 


| 


| producers from an organizational standpoint and to say, well, we | 
| will keep this person in our organization producing the valuable - 
| ite insurance business he has been producing, we will write some | 
|| of the casualty coverages that he brings to me that we might not : 
otherwise write if there weren't that relationship. We use the 


@ : | game technique with a young life insurance producer. In the early) 
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years in the life insurance business it is hard to make much of 
a dollar. I have indicated before that the Life company has to 
give backup financial support to get you through those early years 
because you're doing a lot of education and training. You're on | 
; a commission-type of salary and -- excuse me -- inbicwntanne een | 
of income and it takes a while to get going. | 
One way to keep these people in, to give them adequate | 

grocery money, is to take from them on the side, if you will, | 


casualty and property insurance lines that they may be writing 


| dn their spare time. Again, if they weren't related to us in the 


Life insurance connection, it might not be the kind of business 
| we would ordinarily take, not always because it was lousy business 
|| but sometimes because it was so small that the administrative 
| 
| 


ee | expenses and effort involved in putting it on our books would not! 


justify the profitability, but for the fact that we had a 


! relationship with that life insurance producer that made it worth| 


|| our while to find out ways to compensate. 


Q But you could have accomplished it or followed the 


trend towards full-line insurance without going through this 
reorganization; there was nothing really to stop you, was there? 


A I don't think we could have comfortably written what 


I've been referring to as accommodating business or as comfortably 
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written that business had we not gone into a single identity of 
sharholding interest because we had to constantly worry that the 


minority shareholder was not able to benefit from the bottom line 


organizational profi of doing that accommodation business and 
we've been focusing entirely on the minority of Aetna Casualty 
and I think it is fair to look at it from another side. There 


were conceivably some areas of business that made great sense for 


Aetna Casualty but might not have made much sense for Aetna Life 


Insurance Company to write. The reverse of the situation I was 
just describing. A very valuable Casualty producer for the 


Casualty company brings marginal life or accident, health business. 


| Well, we would consider placing it in Aetna Life but now we would 


| have the Aetna Life shareholder to worry about if he doesn't fully 


| 


y 


| 
| 
| 


because we would share 62 percent of the benefits, but the problem 


|| did exist on the other side. 


share the benefits to Aetna Casualty. It was less of a problem 


Your questions have been pointed in the insurance 
underwriting vain and I don't know whether it is relevant to that 
form of question but I should point out that we haven't been 
focusing at all on the financial structure of the company. 

In the Casualty business in particular it is extremely | 


important to the insurance regulator to know what the relationship 
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of your premium writings are to your surplus, a very general rule 
of thumb, and ¢ach regulator has his own. 

If you are writing more than four times your surplus, 
for example, if you are writing a billion dollars of premium and 
your surplus is only $200 million, you are approaching a danger 
point in terms of an insolvency risk where you might find that to | 
make good on all of yo. sc risks and to properly book all of your 


liabilities, you are seriously invading your surplus, of course, 


as perceived by a regulator as a buffer between your day-to-day 


liabilities and exposures and your ultimate exposures. | 

If we perceive of two companies in a 62 percentage 
relationship rather than 100 percent relationship, it becomes 
| very difficult to justify a transfer, if you will, from the 
parent company, in this case Aetna Life, of a large amount of | 
surplus to the Casualty company in order to shore up its surplus | 
| position so that the premium surplus ratio gets better, so that | 
the Casualty company can continue to write more business. In 


| the 100 percent relationship it becomes casier to justify that. 


The same analysis holds true of dividends, particularly 


| df you're dealing with two businesses which are not always 


functioning in direct relationship to the other. 
I've mentioned that the Casualty business is cyclical 
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in nature and has very much its ups and downs. The Life insurance 
business, generally speaking, is a gradual growth business. We | 
wanted to be able to reflect a gradual increase in the dividend 
picture over the years commensurate with what we thought in terms 
of the overall organization gradual increase in income over the 
years, but if the Casualty company is having a bad two or three 
years, even though the bottom line is still going up and even | 
though the life line is still going up, it becomes very difficult, 
to justify an income of dividends to the Casualty shareholders, 
even though it's very difficult, we wanted to be in a structure | 
where everybody would get a dividend that was properly reflective | 
_ of what the organization is doing. 
At least the second of those two examples does not go 


precisely and directly to the full-line insurance concept but I 


think it is part of the picture of what changes we thought would 


| be more available to us after '64 than before and the first 


example about the premium surplus ratio was of concern to us and 


over the past ten years we have, in fact, shifted assets around 


in the context of a 100 percent owned unit to arrive at a more 


healthly surplus ratio in the Casualty company and presumably the 


reverse could be done. 


Q I call your attention again to the second paragraph of | 


| 
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page 4 and specifically the phrase, “because of the view of the | 
management of Aetna Life that state laws will permit greater 
flexibility in the future with respect to permitting certain types 
of insurance to be written by either life or casualty insurance 
companies,.." 


A Yes. a 


Q Okay. Can you recall specifically what some of those 
potential changes in the law were o that you were contemplating 


at that time. 


| 
A. We're talking there about what is known as an all-lines 


charter. I think I mentioned earlier that many states have always 
prohibited and still prohibits one company from writing all Lines | 
of insurance. The traditional distinction has been between life | 
insurance on the one hand and casualty and property insurance on | 
the other. Obviously, if you really believe in the concept of 
full-line selling and you want to get maximum flexibility from it, 
you are best off by writing all of your coverages in one company. 

In the past several years, we and a number of other. 
insurance companies have tried to prompt a change in these licensin 
| laws and chartering laws that would permit a single company to ‘ 


|| write all lines. 


There are now 21 states that do permit this. Fortunate 
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ia | 
found we could not achieve marketing of all Aetna Casualty products 


in Canada through that outfit. We had to have a Canadian domiciled 


company. 


The sixth company is Aetna Casualty & Surety Company 


reasons that achieve for us purposes that we could not achieve 


} 
| 
of Illinois which has been found necessary for other reasons, | 


with these other five companies. 


So, no, I don't think it necessarily follows that even | 


with a more progressive kind of regulation we could readily 


| liquidate either Aetna Casualty or Aetna Life. 


Q Now, the last sentence of that second paragraph states,| 


"Creation of such identity of ownership would permit the 


| management of both companies to make discretionary business 


decisions without concern for conflicting stockholder interects." | 
That essentially has been the summation of what your | 

; , | 
testimony has been to this point. 


A Yes. 


0, Would you say that that sentence right there is really, 


in essence, the purpose for the reorganization notwithstanding 


the trend towards full-lines insurance? 


A. Well, I think -- I don't think you can read them 


ce separately. I think, yes, we are interested in the full-line 


| 
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in getting there. 


We did not have maximum flexibility as long as 


to get an identity of shareholder interest that problem went away. 
Let mé go back to the group insurance company I just 


mentioned, Aetna Casualty & Surety Company of Connecticut. We | 


think it's going to be a profitable company. We think the wave | 
| of the future is to sell automobile insurance in the same way that 
| group life insurance is now sold. One policy gets issued to the | 
employer. The employees all contribute to it. There are no 

elaborate underwriting standards. LUverybody pays X dollars and 


Y ceats per month to get the same kind of coverage that you and I 


|| now have to go out and negotiate separately with our brokers. 


| We think that's the best way of showing that we can write a 


| reasonably-priced automobile insurance product so the Government 
| 


insurance trend and we are interested in having maximum flexibility 


we had a minority shareholder group outstanding. Once we were able 


| 


| doesn't have to step in and offer it for us. 


Let's assume we're right. It is a profit-making company. 


|Go back to pre-'64. Off which company do you hang? Aetna Life 
was fully permitted to own this kind of company but so is Aetna 
|Casualty, Now, you Can argue it's a casualty kind of coverage, 


1| 
it sort of belongs with Aetna Casualty. Maybe it is, but it's 


\going to be marketed by people who have been marketing group life 
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So, we have had terrible problems trying to decide 

which company should have it. If we hung it off Aetna Life, the 
Casualty minority would have complained that we had deprived the 
Casualty company of a clear opportunity that belonged to it. We 


hang it off Aetna Casualty and we've given up 38 percent of the 


profit. That concern is eliminated. 


I'm trying to suggest that this sentence is entirely 
consistent and goes hand in hand with the other statements that 
have been made about meeting the needs for offering full-line 
insurance coverage. 

Q 
1964 notwithstanding the reorganization, I mean, 
laws were passed. 


A. The surplus and dividend flexibility I don't think 


really would have been possible without the reorganization. 

Q But as far as going into this full line of insurance 
eusiness, you could have gotten greater identity by increased 
advertising associating the two companies, is that correct? 

A Yes. 

Q So when you really get down to the bottom line, the 
reason you went through the reorganization is the fact that you 
could have done these things but you were worried about what the 
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ssuming that the 


conflicting shareholder interest would say about doing various | 


things. 


A. Yes. I think the best way to characterize it, if you're 


looking for the statement of the objective, is the way we did it 


later on when we went for some other tax rulings, when we were 


recounting what we cid in '64 and why we did it. The principal 


purpose of reorganization was to create a complete identity of 


ownership of Aetna Life & Aetna Casualty,too, to permit the 


management of both companies to make discretionary business 


|| G@ecisions without concern for conflicting shareholder interests. 


I think that states it as well as I can state it. 


MR. DeLANA: Where were you reading from? 

THE WITNESS: I'm reading from a letter dated 

April 4, 1967 to the Honorable Shelson S. Cohen, 

Commissioner of Internal Revenue, Internal Revenue 
Service, from a law firm by the name of Paul, Weiss, 

Rifkind, Wharton & Garrison. 

Q Isn't that statement essentially the same statement | 

| that's in Government Deposition Exhibit #1, that last sentence? 

\ A, It was intended to be a ‘air paraphrase because it was | 

| preceded | the words, "As we iidichinied you in our application for 

the 1764 ruling," which is what you and I are reading from now. 
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aware of any specific shareholder complaint means only that I 
wasn't aware of it. 

Q My next question is, in the course of your dealings in | 
planning this reorganization, had anyone ever cited to you 
specific instances where the conflicting shareholder interest was | 
a problem at any time in the past? 

A Well, they certainly cited instances where it was 
perceived to be a potential problem. If you mean did anyone cite | 
to me a specific example of a shareholder coming in and saying 
we're going to sue if you continue, or go to this business 
practice, no, there was no -~ I don't recall anybody reciting a 
case reaching that level. 

Q All right. I call your attention to the top of page 4 
and the sentence, “The primary advantage of offering full-line | 
insurance lies in the ability to enawant insurance agents who 
are influential in the placement with a single affiliated group 
of all the life, fire, casualty, bonding and ot.er insurance needs 


of their clients.” 


Now, does this sentence relate back to the testimony | 


you gave concerning the: captive agents with the independent agents, 


does that come into play here? 


A. I think I was cnliy telling you something about how the 
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‘*|| life insurance. 


| offered life insurance lines. 


|| us life business. 


Ht A. Yes, 


| that 


| “83+ a 


organization 


exclusively for the one company froin thase people who worke for 


both. I think this comes Closer to the testimony I was giving 


| about helping out the life insurance producer when he offered 


| his casualty lines, helping out the Casualty producer when he 


We made considerable efforts since '64 to try and take 


| vantage of our independent Casua@lsy producers as people who can 


| also bring to us life insurance coverage and that has produced 


e life insurance business, 


particularly over the last two or three years, and we've finally 


These independent agents are also involved in 


They are not exclusively by any manner or means 


| Casualty or property insurance brokers. 


Q Okay. Then can you have an agency, and this is prior 


| to the reorganization now, can you have an agency that sells 
insurance for the Aetna Life Company and also has a contract to 


sell insurance for the Aetna Casualty Company? 


I think that's possible in most States, if not all 


yes, it was usually the other way around. The independent agent 
| 


we placed a good deal of volume with in the Casualty business 


| 
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| 
worked in distinguishi: 3 those people who worked | 


| 
some rather significant growth in th 


| been able to find ways of getting our casualty producers to bring 
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would also be involved in life insurance and we would try to get 


him to give us his life insurance business using our casualty 


. : . | 
relationship to do it. 


Q, Do you know how prevalent that dual relationship was; 


was it a common thing for an agent to deal that way? 


A 


A. I don't know. I really can't give you any good testimon, 


on that. 


Q iow, would the relationship change at all after the 
reorganization when the Aetna Life obtained one hundred percent 


control? 


A It worked, accommodation business becoming something | 
we could more comfortably give than before the reorganization. 
Q lie would still be writing that insurance either for the 
| Life company or for the Casualty company, depending on who was 


authorized to write either aspect. 


_* A I don't think I fully understand the question. 
Sains Q Well, all right. Now, after the reoganization, the 
‘ | Aetna Life owned one hundred percent of the Casualty but still, 


for practical or premium writing purposes and writing insurance, 


you still had two separate corporations. 


A Right. 
ia a Right? 
- $4 
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Right. 


Q So he would. still be dealing with the Life company for 


his life business and ths Casualty company for his casualty 
business. 


A Yes. You'd still have to have separate relationships 


with the two companies. 


Q 


You have separate agency contracts? 
A Yes. | 
Q So, then essentially nothing changed in the relation- 


ship between agents. 


A That. doesn't follow. Certainly the legal relationship | 
had to stay the same but, for example, you could feel a good 


deal more comfortable about providing some expense reimbursement 


to a live producer for his casualty business, for example, out of 


the Life company. The Life company traditionally paid for the 


expenses of our life producers and in any number of ways, subjec”’: | 


to legal limitations, we would pay up to a certain amount of 
entertainment expenses, up to a certain amount of overhead, up to | 
a certain amount of selling expenses. The amounts depended on 
how much business the life producer has given us. 
After the reorganization, it becomes possible to take 
into consideration the ctner ways in which he was helping us. If 
-85- aa 
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he also had a casualty line and was giving us good and valuable | 


casualty coverages, he could increase those expense ratios. We 


could help him out more than we had been by taking into account 


more fully the casualty production for Aetna Casualty. 
Q Does the company any place in either its shareholder 
reports or 


discussions with shareholders at shareholders’ meetings 


do they sst out this accommodation business, accommodation 


business per se? 


A No. | 
0. So, would the average shareholder really be aware of 
that one? 


You're really taking business that you normally wouldn!t 


take by trying to encourage another line of your business. 


A No. Would the average shareholder be aware of it? I 


think if I were to go hack to some of the more recent annual 


reports, I could show you paragraphs where we are pointing to the! 

greater affiliation, to the use of casualty brokerage personnel | 
to produce life business for us, yes. 

Would it be as specific as my testimony? No. I have | 

| 

some of these annual reports here. While taking the time, I might 

be able to identify some of this language. I'm not sure. I think 

we have made mention of this in some of our shareholders’ meetings 

ay Well, if we could take a few minutes here and if you 
-8%- 
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would take a look at one or two of them. 
CR Eve 2s. 8.3 


MR. GRECO: Let's identify this for the 


record. This will be Government Deposition Exhibit 


#2 for identification. 
(annual Report, 1973, was marked 
Government Deposition Exhibit 

| 2 for identification.) 


\ Q I'll give this back to you now. I'll give it back to 


| you and you can refer to the page and if you would, would you 
| 


| read that into the record. 


A The kind of thing that I was talking about appears in 
| our 1973 annual report to shareholders. 


} ue On page 15 of that report, for example, we talk about 


|O£f the report. 


We say, "While strengtheing production from its career 


| life agents, Aetna has moved to substantially increase life 
| 


| dnsurance sales from agents whose principal business is casualty~ 


' 
} 


property insurance. .To develop sales from this potent marketing 


arm, Aetna created a new class of general agents several years | 
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ways that we are expanding our share of the individual life market) 
j | 
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| 
| 
| 
{ 


and I'll read what I think is the relevant portion of that section 


! 


ago. Sales from this source have increased steadily and now ac- 
count for 60 percent of the total volume of new individual life, 
health and pension business. To further develop this source of 
business, Aetna plans to open new life and variable annuity sales | 
departments in more than 100 selected property-casualty agencies 
this year." 
And it refers to property-casualty agents, to the 
| independent agencies I was referring to earlier and then I think 
| this is also relevant, on page 16 of the annual report when we're 


talking about new insurance market programs designed to serve more 


people and we make the following statement: 


"Aetna also continues to offer individuals similar 


| benefits through its expanding EPIC (Employee Personal Insurance 
| 


| homeowners, recreational vehicle and -- as of last year -- life 


Counseling) program. EPIC permits group members to purchase auto; 


| insurance coverage through one convenient source and pay the 
| . 


premiums through payroll deductions. Premium income from FPIC 


sales during 1973 amounted to $15 million." 
i 
| 


In that connection, I would point that we're talking | 


| about the coverages that are offered by two or three companies in| 
| | 
\ the Aetna family, Aetna Life, Aetna Casualty and I think some of 


these coverages for regulartory reasons are being offered by the 
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automobile insurance company. 


My guess, and I don't want to testify that this is hard 


fact, but my guess is it's much more difficult to have the three 


companies, if there are three, writing this coverage to go through 

| 
| 
| 


| one computer system, if you will, when you have to worry about 


minority interest because you get back into the kind of cost 
allocation, how do you divide up the profits kind of questions 


| 
| 
that were bothering us back in '64. | 
| 


It may well be that some of this coverage, particularly 


| the automobile, may not be very profitable in its own right but 


when used as a device for getting the life insurance, the bottom 


line total organization profit becomes very real. | 


| Q Now, the passages that you've read just now, is there | 


eA Tw 


|| any way that those passages state that in effect the Aetna Life & | 
|| Casualty Company are writing poorer business than maybe they should 
} but for the fact that it's going to increase their business, they | 


|| are writing this business. 


| | 
PS ! Now, let me repeat it. | 


i A. I think I understand it. Let me try to answer it this | 
| | 


| 
\ way. These things are all relative. Our motivation to write 


| 
rie | marginal business in a single company is increased if we cun see 


e~ || a bottom-line good planning figure for the consolidated organizatio 
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It is decreased if we can't. We still have needs to meet to the 
public which are going to require that we write certain margine ~ 
: lines anyway, but we still have discretion as to what we can 
reject and accept and within the bounds of meeting corporate 
| responsibility requirements. However ill-defined they may be, 
we still have an area of discretion and we tend to exercise that 
| discretion in terms of what is good for the entire organization, 
| what is ultimately profitable or helpful for the entire organization 
If that means that some companies do marginal business, then they 
| will do it. Your question do we explain all of that in the ai: 
| report, no, we did not. | 
Q So, is there any way, other way through discussions 
that these shareholders would become aware or are actually capable, 
| are they sophisticated enough to really siaiadiiehaak that? 
A Our shareholders run the gamut. 
} Q I'm talking about an average shareholder. I'm sure you 
|, May have some insurance people. 
A Not even insurance people. A ‘great percentage of our 
stock is held in nomineéw names and in some cases we can trace 
those nominees te large institutional holdings. Those large 


institutional shareholders will send portfolio managers, research | 


e& types to us and we have a person who does nothing else than to talk 
PACEEDER L, -90- ee 
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64 | 


ee | 


to these kinds of people and to the security analysts and in those 


discussions, this kind of more detailed, sophisticated analysis 


. ° | 
of why we're writing one business will surely come out. 


You made this statement that you go into the casualty 


markets more, you know. 


4 


We understand this line may not be very | 
| 


profitable. Why do we do it? Answer. Because over:il it's 


profitable, even though that line may not be profitable. Those 


| 
discussions do get held with the large institutional shareholders. 
If you're talking about a one hundred shareholder in Omaha, 


Nebraska, then, yes. I think the full details of the story that 


I'm telling you are probably not known to that shareholder but 


if they asked, we would tell them. We would have been much more 


reluctant to tell them if we were doing this in '63. 


Q Now, the annual report that you read from was a share- 


Now, to the best of your recollection, were any similar, 
statements with regard to trying to increase various business | 
through these same methods that you've described in your '73 | 
report, were any of these statements made in any of your reports | 


around the time of the reorganization, '62, '63, '64? 


My guess would be, no, because we weren't doing much 


of this kind of business because of the reasons I've mentioned. 
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I had no responsibility with our annual reports until the last 


five or six years, so I can't testify from personal knowledge. 


We do have those reports. 


Q That won't be necessary. 
A These reports are tended to be a great deal more 


informative and extcnsive also over the years than they used to 


be. 


Q Mr. Middlebrook, are you familiar with the passage of 
Section 815F of the Internal Revenue Code just prior to the under 


taking of this reorganization? 


© . || A Yes. 


Q Can you explain how you first became aware of this? | 
| 
A Well, my legal responsibilities did not go directly to 


cig 1 the tax aspects, although it was impossible to go into the 
; reorganization extensively without being aware of the tax aspects. 


In the various meetings that I've referred to, the 


, 
ad hoc committee and officers’ meetings, there were, of course, 


| discussions of the tax problems that the Life company had by 


holding this large block of Aetna Casualty and I think I've already 
| 


: | Characterized’ what that problem was and I would imagine that in 


ro | the course of those conversations, I must have become quite early | 


al ‘ || aware that the only solution to the tax problem was to secure a 


| 
| $9 = 
: | 
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piece of legislation which would allow us to pass the Aetna | 
Casualty stock out of the Aetna Life portfolio in a way that would 
not create a very severe so-called phase III liability to us. We 
were aware of similar legislation that Connecticut General had | 
already obtained which was so tailored that it was uniquely 
available to Connecticut General. We saw equitable arguments 
that would allow us and other similarly situated companies that 
legislation in effect expanded so it would cover our quite similar 


situation and I would suppose that at a very early stage I must 


have become familiar with the Connecticut General experience, the | 


reasons why the Connecticut legislature; Connecticut General 
legislature dicn't quite fit our situation and what the corrective 
language changes that were needed to put us in the same iStaaeane| 
as Connecticut General. 

We did retain outside counsel to do most of the work 


involved in securing that amendment, so I don't have too much 


firsthand knowledge of the step-by-step process whereby it was 


secured, but I knew what its purposé was and it was -- I was 
generally following its progess through ‘64. ; vn | 
Q Do you recall the name of the outside firm? 
A. Yes, it's the firm I referred to earlier, Paul, Weiss, 


Rifkind, Wharton & Garrison. 


=$3= He 


SANDERS, GALE & RUSSELL 


CEWTIFIF QD STENOTyY PE @CpaaTens 


150 MAIN SIRELT 141 CHUSCH STREET 


NEW HAVEN, CONNECTICUT 


, 


Q Did they in effect then lobby to have this amendment 


to Section 815 passed? 


, A They must have done what is always done when you're 


trying to secure a change ‘n the tax law. Who they approached, 


contacted, I don't know. I really don't know the precise steps 


that were taken to get this legislation passed. 


Q Was Aetna Life the motivating factor, the catalyst for | 


‘ 


getting this provision passed; was the provision more or less 


geared to Aetna? 


A Travelers was in a similar situation and I don't know 


whether other life insurance companies were also. Travelers, 


being a neighbor of ours, was the most familiar example to us and 


they were also, through their law firm, trying to secure this 


legislative reliec. 
Q Do you know who their law firm was? 
y A It was a Washington law firm, not the same one we were 
using. I think I can -- 
Q That's a. right. It's really not extremely sia 
A, It was a Washington law firm. 
| Q Do you know if anyone from the Aetna ever testified 


before a House or 


section? 


| 
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have been done and I'm not. aware of such set of figures. 
Q Okay. Now, looking at the line of figures which re- | 
present the elimination of estimated Federal income tax resulting | 
} 


from the transaction, how woulc you characterize those amounts of | 


income tax in regard to the magnitude, its affect on the corporatio: 


on the shareholders, were they minor? 
A They were significant. 


Q I see. Let me go through my notes for a second. 


what discussions were had concerning the tax 


| 
Do you recall what affect or what considerations or | 
implications of the 


reorganization as far as what taxcs you were going to save? 


A I recall that there was certainly considerable dis- 
| cussion as to what those savings would be at the various meetings 
I referred to anc I would assume various tables, charts were 


produced to show and try and calculate what those savings, tax 


savings would be. 


0 Well, how important did the group, as a whole, con- 


sider the tax savings aspect of the reorganization? 


H A, That's a difficult question to answer as to how 


important did they consider the business advantages we've mentioned 


| i, Ae. 


rr 41", 


and the elimination arising out of the elimination of the | 


minority. It's almost impossible tc answer that in terms of a 
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group basis. Certainly some individuals may well have looked at 


the tax savings as significant if their inclination was towards 


figures. Other individuals whose inclination was to the future 


of the business would have looked to the business advantages. I, 


a lawyer, think and certainly a corporate oriented lawyer would 


. 


look to the obvious relief from minority shareholder problems as 


being significant. I think I've already quoted from the tax - | 


ruling request letter of 1967 which referred to the business ‘ 
‘ 


purpose as the principal objective. 


Did everyone in the group feel that way? I really 


don't know. Both were very important objectives, both for businegs 


purpose objectives arising out of the minority element and the 


tax objective, they were both considerable. 


Q Would the Aetna Life and Aetna Casualty have under- 


taken the reorganization if there would have been no tax savings 


and no tax increase? 


A In my judgment it would have eventually made -~- it 


would have eventually gone through a reorganization that would 


have allowed us to achieve the objective of a single shareholder. | 


I said that because ever since that reorganization, in moving 


forward to other diversification projects which I've been involved 


in repeatedly, my standard instructions are to do it in such a 


~Fo— 
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| way that either immediately or at a guaranteed point along tie 
, line you can get rid of the minority shareholder interest and with 


| respect to the Excelsior acquisition which I mentioned earlier 


f which came back with the '44 reorganization, we had on numerous 


occasions s2sie nusrous attempts to reduce and further reduce tha 


minority interes’ \ util today it is down to the 2 or 3 percent 


average point leve’, whereas at one point it was at least, as I 
think I remem'«<, ‘4. the 20's. If it is useful, I can give you, 
I think, a num ar of examples of how we have structured deals 


since '64 tc. get rid of minority problems because of that 


philosophyand mc: ality, the fear of what a minority shareholder | 


can do tec , . © « gmowing trend of stockholders suits from 


ie || minoriti ; convinced that we have taken some steps at some 


point, whether or not in '64, tc eliminate that minority interest, ' 
even if there had not been a specific tax savings involved. 


#5 Q Can you pinpoint specifically severel examples where 


this fear of this conflicting shareholder interest was: so dominant 
in the period 1963 to 1964 and why it didn't arise as a con- 
a | sideration, say, in 1957? 


| : I don't think my testimony -- I hope it hasn't indicated 


| that all of a sudden it came upon us in '63. That's certainly not 


the case. I would say that we had been concerned about that | 
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(Memorandum dated August 17, 1964 was 

marked Plaintiff's Deposition Exhibit 

1 for identificetion.) 

4S i Q I don't think it is necessary for you to read the 

ho | memorandum, but there are ten items, all of which ara associated, 
as I ae it, with the advantages resulting from ms proposal 
that you've described. 


I will give you that. 


You mentioned on one or two occasions, Mr. Middlebrook 


| what you characterized, I assume simply for convenience of 


| description, the so-called elimination of the minority interest. 


Did the plan of reorganization as perceived by the company and as 


s 


4s Se, 4 | @ practical matter in fact eliminate the minority. 


i 1 * What I'm getting at is would you review the steps take 


in the reoganization and tell me where the shareholders of Aetna 


Ry Casualty, what interest they had in that company following the 
4 j 


| reorganization. 
| A I think I've also several times in the testimony 


| referred to the need to get an identity of shareholder interest 


ry oe 


, | and that's really what happened. Again, the structure of the 


| companies before the reorganization was that Aetna Life was the 


er. | 62 percent owner of Aetna Casualty, 38 percent being owned by a 
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diverse group of shareholders. We formed a new company which I'l} 


call New Aetna Casualty Insurance Company and merge. it into :that -| 
| ‘ : 


company, Aetna Casualty. We also distributed the new company in 


connection with that merger a certain amount of Aetna Life 


Insurance shares. 


As a result of the merger of Old Aetna into New Aetna, 


|| the old Aetna Shareholders, including Aetna Life, received Aetna 
|| 


Life shares, 


We then took New Aetna, now wholly-owned by Aetna 
| Life Insurance Company and distributed it by way of a spin-off,I 
believe, to a trust, which trust was formed and organized solely 
| for the benefit of the Aetna Life shareholders so that every Aetna ° 
wife share carried with it an indivisible interest in both Aetna 


| 
, Life and in this trust, so that it was impossible to acquire a’:+''| , 
\\ | / 
transfer of an Aetna Lifes Share after the reorganization without at 


|| the same time acquiring or transferring an interest in this trust. 


Therefore, since the old Aetna shareholder, the old 


| Aetna Casualty shareholders had received Aetna Life shares and 


| 
2 


since those Aetna Life shares came to represent an interest in the 


trust which held all of the New Aetna stock, we didn't really 


| @liminate the minority at all. We simply put it into the same 


kind of ownership position es all of the other Aetna Life share- 


| holders. 

} 

| 

i] 

| 
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| happened that there were no dissenting shareholders at all, so th 


The Aetna Life stock acquired by Aetna Life itself was 


simply retired. So, we merged with a single shareholding group y+ | 


whereas, before we had:had two separate shareholding groups. It 


morning after the reorganization took place, all of the former 
shareholders of old Aetna Casualty were now shareholders of the 
Aetna Life with the staple interest in the Aetna and Aetna Casualty 
stock trust. 

Q Would it be fair to characterize the reorganization 


from the standpoint of an Aetna Casualty shareholder as a shift 


| of his interest? 


A. Yes, whereas normally he owned an interest solely in a 


casualty company, he now owns an indivisible combined interest in 
a casualty company and a life company. 


Q Did the staple trust permit the shareholders of Aetna 


Life and therefore the shareholders of old Aetna Casualty to ‘ 


| terminate that trust agreement so that at such time as they were 


to by vote determine, the trustee would have been in a position 


of distributing to the old Aetna Casualty's shareholders, now ; 


sharehoiders of Aetna Life, the stock of what was then old Aetna. 


‘ 


Casualty? fe } 


A If you mean by that could the old Aetna Casualty people 
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trist. Everythin; else is the same. The 2egenization 


oc: :urred. 


MR. DeLANA: Let me make the observation, 


anc Mr. Middlebrook can confirm it, the pian cf re- 


orvanization is contemplated from the very beginning 
al had built into it the shift of ownership interest 
by 


the old Aetna Casualty shareholders: that is, the 


spin-off of those interests to the shareholders was a 


very definite and integral part-of the transaction and, 


in fact, the spin-off occurred the day following the 
reorganization we‘re talking about here. 

| So, your comments are addressed te the 
hypothetical situation which was not the reality, that | 


the reorganization was simply an acquisition by Aetna 


Life of the outstanding minority interes.: in the Aetna 


Casualty Company. 


\ ay ow, I think my last statement to you way would a 


shareholder who owned one hundred shares of stock in a life 


| 
| 


company come in and have the right to take that Chair. that you're 


sitting on. 


A fou mean if Aetia Life were to be liquidrtced? 
a 
“/O47 
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19. Admits the allegations contained in paragraph 19. 
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a judgment in the sum of $4,071,665.21, 
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Hartford, Connecticut 06103 


ard 


(>; ‘ 
(Ax + (\\ B 


Robert MN. Grec 
Trial Attorney 


Tax Division 
Department ot 


Washington, D. 


in, Ti ‘ ) i r ¢ i Ti 
DISTAICce | ( cIcyi 
i TNA ) LJ it 
os P ; ; 
i af? i 
ti ) { i 
‘ t unali i { 
a ) } 
Plaj i ) CI’ ik, 79 ¢ MESS 
) 
. / 
om er 
J 4 Phseb Lied - ’ j 
) 
Defendant ) 
MOTI™N : ¢ r Gi! 
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IN THE UNITED STATES DISTRICT COURT FOR THE 


DISTRICT OF CONNECTICUT 


Plaintiff, 


CIVIL ACTION NO. H- 


UNITED STATES OF AMERICA, 


Defendant. 
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PLAINTIFF'S MOTION FO 


The plaintiff, The Actna Casualty and Surety Company, for 


itself and as successor by mez 


Company, by its attorney, William G. DeLana, of Day, Berry & 
t Zz Pi i a 


Howard, respectfully moves, pursuant to Rule 56 of the Federal 


Rules of Civil Procedure, that the Court enter judgment in its 


favor. There is no dispute as to any material fact, and the 


motion is based on the pleadings and stipulation of facts on 


file with the Court and on the plaintiff's memorandum 


in suppo 


of this motion. 
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Aetna in the exchange. Aetna Life's ability te meet the re- 
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In both this case and the case dese} b ’ ul. 67-448, 
1967-2 Cu Bull. 144, one of the two mer } connanies hac bee 
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° ' ’ ’ . RP Te i. 5 | 
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question of ( tic iS a con- 
duit inrulares against conplianee vith the 2 quire-onts of § 
368(a)(2) (3) that €0 per cent control must be cayires solely 
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See note J6 sium And Treas. Rey. § 1. 381(b)-1(a) (2) 
( *GU) provides in part: 
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In considering whether there was an F reorganization 
here it should be noted that it is not irrational for an F 
° reorganization to also weet the requirements of (4), (C) or 
| (PD) of § 381€a)(1). The Commissioner has so ruled in Rev. 
Rul 97-270, 1957 Bull. 126. See also Est 
402 F.2d 611, 617 n.7 
} 
The case law has established a number of requirements 
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| for qualification as an F reorganization. ‘The IRS raises no 
} , : 
| to the Aetnas' compliance with most of them. The | 
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: precedents as limited to sityations euch as presented int 
' ; i} venue rulings cited above--a ‘cleaneup of fractional | 
| shares; apnraisal and saticfaction of the werests of chare- 
| holders owning less than one per cent of the total s “es who 
| dissented from the decision to reincorporate in aaother state. | 
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propricta interests a transac ym can “hard) e an F re- 
organi ion See Helvering v. Sa theest Con ik. Corn. , 32: 
U.S. 196, 2 1942). Since n F reorranization 158 } 
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prior year, [Tt is not enough to say that the carryback of 
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court o ed at 84; 

“Althoush a number of cases have pointed to a 

ce le identity of shareholders before and 

aiter transaction as evidence that the 


} 
corporation had undergone a e chanee in forn, 
see, e@.f., Associated tlachin F nissiones 
of Tnuternal Reven , “03 1 dt : r 
1958); Estate of Staufser v. Comission ol 
Trterna. Revenue, 403 F.2d 611, 618 (9 Cir. 
Ve 


J68); Davant.v. Comnissioner of Internal 
: c 


Revenuc, 366 F.2d 874, 884 (5 Cir. 1966), 
cert. cenied, 386 U.S, 1022, -87 S. Ct. ; 
18 L.Ed. 460 (1957), it is not clear thr 

far whether such an identity is an indispensab 


i 
condition to the invocation of Section 356€a)(1)(F)." 


g whether the changes e 


a) 
con) 


action are so insubstantial as to fall within the exception 


to § 361(L)(3), Congress had directed that the economic 


4 
a 
7) 


;, not mere forms of reorganization, must control. 


ected by a : 
} 
| 


Sce H.R. Rep. No. 1337, 83d Cong., 2d Sess. (1954), 1954-3 


U.S, Code, Cong. & Admin. News 4025, 4066-4057; S. Rep. 1622, 


83d Conz., 2d Sess. (1954), 1954-3'U.S, Code, Cong 


B- & admin. 


News 4629, 4683-4684; Comment, supra note 24, at 513. In 


this case the economic realities seem quite plain. The 


minority 


shareholders were eliminated and Aetna Life, which 


previously had owned only 61.61 per cent of Old Aetna, became 
‘ 29/ ' 
the sole owner of its successor, New Actna,— Ultimately, 


The parties have devoted a great deal of space to arguing, 


how this chanre should be measured. By virtue of the stapled | 
trust -werper Aetna Life sharcholders received approxinatel, 
60 per cent of tl beneficial interest in New Actna, and foren 
Actna Casualty shareholders holding 38.39 percent of its share§ 
received a beneficial interest of only about 20 per cent--a 
dilution of more than 40 per cent. On New Actna's method of 


-/40—- 


it is the shareholders of a corporation \ 


in the corporation and "a mere change in identity, form, or | 
' 
place of orpani ation! which will satisfy an F corporate re- | 
Organization. In this case the shift in interests resulted 
in one,group of sharcholders (38.39 per cent) being ousted, 
The plaintiff argues that their involvement continued by vine 
tue of their receipt of shares in Aetna Life, which became 
of New Aetna. ‘This fact should not be singled out 
as contr-lling. The Supreme Court spoke of "shifts" in pro- 
| 
prietary interests, and there is no reason to believe that a 


complete ouster should not be viewed as 
i 


Through the merger the minority sharcholders 


| 

obtained 5,105,187 shares of Aetna Life. Non-exchanging Aetna; 
} 

Life shareholders held 20,€°0,000 shares. (Exh. H to Stipu- | 


lation of Facts, at 6). Giving effect 


to the stapled trust } 


the equity of a share in Aetna Life increase rom $54.07 


before the merger to $65.95 after it; Actna Casualty stock 
equity went from $48.76 to $50.12. Comment, pra note 25, at 


779; Exh. H to Stipulation of Facts, at 11. Practical change: 


in the control of the business resulted from the reorganization 


calculation it is possib} 


to conelivde that tt 
only an 8.98 per cent shift in proprietary it 


a debate that I decline to enter: the cconomic reality of the 


change in proprietary interest, hovever measure is sufficien 
to coi >) the mm Signs cance of the Lransaction lhere is 

no logical basis for holding that because 60 per cent control 

is needed to VJify for non-ta yilit of an change (§ 368 

(v)) any change in proprict «y interest of less than 20 pe 


cent is de minimis for an } 


‘ 
There realities cannot be ipmored; there 


has been a substan- 


tial chans;e in the preprietery interests of the Aetna | 
30/ P 
Casualty and Surety Co. shaveholdcers. The scope of that 


change 


o= 


which Congress had in 


ind in enacting 


} 
| 
| 
| 
j 

the F exemption from the carryback exclusion of § 381(b)(3). | 
| 


In view of all these factors, it cannot be said that th 


ti 


Actnas' transaction falls within the definition of an F as 
3) 
"1 .9° }, wh n domi tie c - lac € avosa Sa aes rr 4 
a mere change in identity, form, or place of organization. 


V 
Beeause the Aetnas' transaction was a reorganizetion, 
but not a PB or an F 


reorganization, within the meani 


§ 368(a) (1), 


wo 
—s 
e 

w 

=~ 
LJ 


) prohibits New Actna from offsetting 


. ar Acre Bees . se ait 967 : 
its 1964 and 1965 losses against Old Actna’s 1963 inc 


Therefore, New Actna wotion for summary judgment is denied; 
! 4 . nary 44 er nt ; ors: 
the government's motion for sunmary judgment is granted. It 
Ss 
SO ORDERED. 
Sea eas er 
30/ 

When the bank trustec selected by Aetna Life became the 
legal owner of all of the shares of New Actna, the former 
sharechol rs of Old Actua were merely « t § aque crus for 
whose benefit the shares were held. Thus not oni their 
interest proportionately reduced, the nature of it changed to 


less than full ownership. 


vote 25, at 779 


— /4#a— 


360 - 
inect 


United 
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4 ~ = 
y 
} 
f r\h ree 
i s' ibe | Ba 
T | 
< - 
*"% UNITED STATES DISTRICT cour? 
| 
" etiweedene | 
Pr O} MECTICUT 
. 
T AT! cr Aer 
‘ ‘ AiD : 
: 1 COUPANY, for itself 
and BF ssor e - - 
F ; ; 
: t 1 Ly and 


oO 
c 
. 
— 
> 
. 


F\ 


v : CIVIL KO, H-13 | 
UNITED SYATES AMERICA : 

' 

JUDGMENT ° 
Tne above-entitled action came on for considcration by the Court by 

the } rable M 7 ph Blumenfeld, United States District Judge, of the 

| 
cross-motions of the parties for Sunmary Judgment; 


oment; 


And the parties having Btipulated to most (and disa 


And after a hearing by the Court on said cross-motions for ourrnary 
Judgment, the Court filed its Memorandum of Decision denying the Plaintiff's 
2 
Motion for Sunmar lant's Motion for Sunnary 
| 
Fi 


1t 16 accordingly ORDERED and ADJUDGED that Suz nary Judgnent enter 


} and hereby does enter for the Defendant and the Plaintiff's Complaint be, and 


is hereby, dismissed, 


Inted at liartford, Connecticut, this lOth day of 
| , 


} | SYLVESTER A, MARKOWSKI 
\| Clerk, United States District/Court 
HY fi ya / 
. . \ i, ye Se a 
| gh Dik SI ATS NE 4 RS 
* 
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\y 
{ } 
sfendant. 


Notice is hereby given 


+} + 
Lhat 


pany, plaintiff above~namec 


dated December 12, 1975, 
* given 
Surety mpany, plaintiff abcve-name¢ 
United States Court of Appeals 
judgment entered in this action 


DATED: 


. cunt 
) LU 


plaintiff 


the < 


foll 


and Robe N. Greco, Esq., Tax Division, United Stat 


ment of Justice, Washington, D.C. 20530. 


One C stituti 
Hartford, CT? 


